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AUDITING STANDARDS BOARD
Approved Highlights
April 16-17, 2002 Meeting
New York, NY
Meeting Attendance
James Gerson, Chair
Linda Cheatham
Richard Dieter
John Fogarty
Lynford Graham
Auston Johnson
Michael Manspeaker
Susan Menelaides
Tom Ray (for Craig Crawford)
Mark Scoles
George Tucker (for Al Paulus)
Bruce Webb
Ray Whittington
Carl Williams III
Members Absent
Jeffery Bryan
Craig Crawford
Al Paulus
AICPA Staff
Chuck Landes, Director, Audit and Attest Standards
Susan Jones, Senior Technical Manager, Audit and Attest Standards
Julie Anne Dilley, Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Kim Gibson, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Richard Miller, General Counsel
Observers and Other Participants
Joe Bentz, Grant Thornton
John Brolly, PricewaterhouseCoopers LLP
Steve Burkholder, BNA
Robert Dohrer, McGladrey & Pullen LLP
George Fritz, PricewaterhouseCoopers LLP
Paul Lohnes, Canadian Institute of Chartered Accountants
Howard Meltzer, KPMG LLP

David Noonan, Ernst & Young LLP
Edmund R. Noonan, Chair, IAPC Auditing Fair Values Subcommittee
Esmeralda Rodriguez, Securities and Exchange Commission
Tania Sergott, Staff, International Federation of Accountants
Curtis Verschoor, DePaul University
Mary Ann White, Practitioner’s Publishing Company
Fredi Widmann, Ernst & Young LLP
II. CHAIR AND STAFF REPORTS
Jim Gerson and Chuck Landes provided updates on recent Audit Issues Task Force meeting and
other matters.
III. AGENDA ITEMS PRESENTED AT MEETING
Statement on Auditing Standards (SAS) No. 50
C. Landes and Kim Gibson led the discussion on the Proposed SAS, Amendment to SAS No. 50,
Reports on the Application of Accounting Principles.
In addition to some editorial comments, the ASB agreed to include additional guidance in the
“Why Issued” section and in paragraph 3 of the exposure draft to expand the discussion as to
why a prohibition on a written report on the application of accounting principles to a
hypothetical transaction is warranted. Discussion of concerns expressed by the SEC regarding
the appropriate use of these reports and whether such reports are in the best interest of the public
and discussion about the nature of a hypothetical transaction, specifically that a reporting
accountant cannot know, for example, whether the continuing accountant of the specific entity
has reached a different conclusion on the application of accounting principles for the same or a
similar transaction, or how the specific entity has accounted for similar transactions in the past,
has been included in the document
After the discussion, the ASB took the following vote:
Should the Proposed SAS, Amendment to SAS No.
50, Reports on the Application of Accounting
Principles, be issued for public exposure?

Assent

Dissent

Absent

14

0

1

Comments on the exposure draft are to be received by May 30, 2002.
Omnibus 2002
Ray Whittington, chair of the Omnibus – 2002 task force led the discussion on the Proposed SAS
on Auditing Standards and the Proposed Statement on Standards for Attestation Engagements
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(SSAE), Omnibus – 2002 and the Proposed Statement on Quality Control Standards (SQCS).
The following topics were discussed with respect to the Omnibus - 2002:


SAS No. 95, Generally Accepted Auditing Standards (AICPA, Professional Standards,
vol. 1, AU sec. 150) provides guidance with respect to authoritative nature of generally
accepted auditing standards (GAAS). This amendment would clarify the status of
appendices to SASs as being interpretive publications.



SAS No. 25, The Relationship of Generally Accepted Auditing Standards to Quality
Control Standards (AICPA, Professional Standards, vol. 1, AU sec 161.02 - .03) and
SSAE No. 1, Attest Engagements (AICPA, Professional Standards, vol. 1, AT sec.101.17
- .18) are being amended to clarify the relationship between SQCS and engagements
performed under SASs and SSAEs. These amendments clarify that although an effective
quality control system is conducive to compliance with GAAS or attestation standards,
deficiencies in or noncompliance with a firm’s quality control system do not, in and of
themselves, indicate that an engagement was not performed in accordance with the
applicable professional standards.



SAS No. 47, Audit Risk and Materiality in Conducting an Audit (AICPA, Professional
Standards, vol. 1, AU sec. 312) paragraphs .04 and .09 require the auditor to consider
adjustments individually and in the aggregate. Paragraphs .34 through .41 in the
Evaluating Audit Findings section do not indicate that the auditor should evaluate
misstatements individually and in the aggregate. This proposed amendment would clarify
the auditor’s responsibility with respect to evaluating audit adjustments.



Interpretation No. 6, Responsibilities of Service Organizations and Service Auditors With
Respect to Subsequent Events in a Service Auditor’s Engagement, to SAS No. 70, Service
Organizations (AICPA, Professional Standards, vol. 1, AU sec. 324), includes guidance
regarding subsequent events. This guidance currently states that “A service auditor
should consider inquiring of management” about subsequent events. This proposed
amendment would revise the guidance to state that “A service auditor should inquire of
management” about subsequent events and bring the guidance from the interpretation
into SAS No. 70.



The exposure draft titled, Consideration of Fraud in a Financial Statement Audit,
requires the auditor to make inquiries of management about fraud and the risk of fraud. In
support of, and consistent with, these inquiries, this proposed amendment would revise
the guidance for management representations about fraud currently found in SAS No. 85,
Management Representations (AICPA, Professional Standards, vol. 1, AU sec. 333),
paragraph 6h and Appendix A.



SAS No. 58, Reports on Audited Financial Statements (AICPA, Professional Standards,
vol. 1, AU sec. 508.65) states that the auditor’s report on comparative financial
statements should be dated as of the date of completion of the most recent audit. The
guidance found in SAS No. 1, Codification of Auditing Standards and Procedures
(AICPA, Professional Standards, vol. 1, AU sec. 530.01 “Dating of the Independent
Auditor’s Report”) states that “Generally, the date of completion of the field work should
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be used as the date of the independent auditor’s report.” This proposed amendment would
make the guidance in AU section 508.65 consistent with the guidance in AU section
530.01 by using the term “completion of fieldwork” as opposed to “completion of his
most recent audit”.


SAS No. 8, Other Information in Documents Containing Audited Financial Statements
(AICPA, Professional Standards, vol. 1, AU sec 550) and SAS No. 52, Required
Supplementary Information (AICPA, Professional Standards, vol. 1, AU sec. 558.08 and
558.10), do not indicate whether an auditor may issue a report providing an opinion, in
relation to the basic financial statements taken as a whole, on supplementary information
and other information that has been subjected to auditing procedures applied to the audit
of those basic financial statements. This amendment would clarify that such reporting is
allowed.



The applicability paragraph to SAS No. 52, Required Supplementary Information, as
currently written, does not include such items as AICPA Industry Audit and Accounting
Guides, which are considered generally accepted accounting principles (GAAP) as
described in SAS No. 69, The Meaning of Present Fairly in Conformity With Generally
Accepted Accounting Principles. This amendment would include all sources of GAAP in
the applicability section of SAS No. 52.



The current guidance on supplementary information is silent as to whether the auditor is
permitted to report that Required Supplementary Information in an auditor-submitted
document that is neither incomplete, nor otherwise deficient, is fairly stated in relation to
the basic financial statements taken as a whole. This amendment would revise the
guidance in SAS No. 29, Reporting on Information Accompanying the Basic Financial
Statements in Auditor-Submitted Documents (AICPA, Professional Standards, vol. 1, AU
sec. 551) paragraph .15 (paragraph .15 has been split and revised as .15 and .16), and
delete footnote 6 to clarify the reporting guidance with respect to required supplementary
information.



SAS No. 1, Codification of Auditing Standards and Procedures (AICPA, Professional
Standards, vol. 1, AU sec. 560 “Subsequent Events”) paragraph .01 currently defines
subsequent events in terms of the of the date of issuance of the auditor’s report. In order
to make the auditing standard consistent with accounting standards (Statement of
Financial Statement Accounting Standards No. 5, Accounting for Contingencies), this
proposed amendment would delete the reference to the auditor’s report from the
definition of subsequent events.



SAS No. 1, Codification of Auditing Standards and Procedures (AICPA, Professional
Standards, vol. 1, AU sec. 561 “Subsequent Discovery of Facts Existing at the Date of
the Auditor’s Report”) paragraph .01 and the title to the section, refer to subsequent
discovery of facts existing at the date of the auditor’s report. The wording of AU section
561.03, however, implies that the auditor’s responsibility extends through the date of
issuance of the report. This is inconsistent with the intent of the section. The proposed
amendment to AU section 561.03 would clarify the auditor’s responsibility with respect
to subsequent events.
4



SAS No.1, Codification of Auditing Standards and Procedures (AICPA, Professional
Standards, vol. 1, AU sec. 530, “Dating of the Independent Auditor’s Report”) provides
guidance regarding the dating of the independent auditor’s report. When discussing the
time frame with respect to subsequent events, the current guidance refers to the date of
issuance of the auditor’s report. This amendment clarifies that the date referred to is the
date of issuance of the related financial statements.

The ASB also discussed a proposed revision to SAS No. 85, Management Representations,
Appendix B, Additional Illustrative Representations. The proposed revision would have revised
the current representation regarding specialist to among other things remove reference to
independence. After discussion it was agreed that Appendices to SASs do not need to be exposed
(see first bullet above regarding proposed revision to SAS No. 95) and the Audit and Attest
Standards team will begin a project to update Appendix B to SAS No. 85, which would include
the revision to the specialist representation.
The ASB also discussed the Proposed Statement on Quality Control Standards. This statement
would amend Statement on Quality Control Standards (SQCS) No. 2, System of Quality Control
for a CPA Firm’s Accounting and Auditing Practice (AICPA, Professional Standards, vol. 2,
QC sec. 20.03) to clarify that deficiencies in individual audit, attest, compilation, and review
engagements do not, in and of themselves, indicate that the firm’s system of quality control is
insufficient to provide it with reasonable assurance that its personnel comply with applicable
professional standards.
After discussion of both documents, the ASB took the following vote:
Should the Proposed SAS and the Proposed SSAE,
Omnibus – 2002, be issued for public exposure?

Assent
14

Dissent
0

Absent
1

Should the Proposed SQCS No. 2, System of Quality
Control for a CPA Firm’s Accounting and Auditing
Practice be issued for public exposure?

Assent

Dissent

Absent

14

0

1

Comments for both exposure drafts are to be received by June 30, 2002.
Auditing Fair Values
Richard Dieter, chair of the ASB Fair Values Task Force (Task Force), presented a revised draft
of a proposed SAS that will provide guidance for auditing fair value measurements and
disclosures. The draft SAS, entitled Auditing Fair Value Measurements and Disclosures, is
based on a proposed International Standard on Auditing by the same name.
R. Dieter informed the ASB that at its March 27, 2002 meeting, the Task Force discussed the
following two issues:
5

1.

Whether to amend SAS No. 73, Using the Work of a Specialist (AICPA, Professional
Standards, vol. 1, AU sec. 336) to revise the guidance in SAS No. 73 to accommodate
the guidance regarding specialists that appears in the proposed fair values ISA.

2.

Whether the proposed fair values SAS should distinguish between the intensity of audit
procedures that an auditor performs when auditing fair value measurements and those
that he or she performs when auditing fair value disclosures.

R. Dieter informed ASB members that the Task Force believes that piecemeal amendments to
SAS No. 73 that the ASB has not had a chance to duly consider in the context of the entire body
of literature and current U.S. practice would not serve the public interest or enhance the guidance
currently in SAS No. 73. Therefore, the task force does not recommend amending SAS No. 73 as
discussed in item 1 above. R. Dieter also informed members that generally accepted auditing
standards currently do not distinguish between the intensity of audit procedures that an auditor
performs when auditing measurements and those that he or she performs when auditing
disclosures. The Task Force believes that the draft SAS should be consistent with the guidance in
GAAS and does not recommend making the subject distinction in the subject SAS. The ASB
accepted the task force’s recommendations on both of the issues identified above.
ASB members discussed the draft of the proposed fair values SAS and recommended several
changes to the draft. At the ASB’s June 4–6, 2002 meeting, R. Dieter will present a revised draft
incorporating the ASB’s recommendations from the April 16-17, 2002 ASB meeting.
Joint Risk Assessments
John Fogarty, co-chair, Joint Risk Assessments Task Force (task force), provided an update on
the progress of the task force. The task force has drafted three International Standards on
Auditing (ISAs) concerning risk assessment, audit evidence, and planning and performing audit
procedures to respond to assessed risks (linkage). The task force will meet in Copenhagen the
week of April 22, 2002 to further refine the documents for presentation at the June meetings of
the ASB and of the International Auditing and Assurance Standards Board. The objective of the
June ASB discussion will be to review the draft ISAs in terms of content that enhances existing
SASs, to achieve consensus on that content in principle, and to explore how that content might
be incorporated into U.S. standards. The auditing standards that likely will be affected include
those on planning and supervision, internal control, evidence, and audit risk and materiality. At
the July ASB meeting, drafts of amended and new SASs will be presented. The task force
intends that the ASB will vote the documents for exposure this fall.
J. Fogarty elicited comments on the draft documents “Audit Evidence and Procedures” and
“Planning and Performing Further Audit Procedures to Respond to Assessed Risks.” ASB
members discussed the following issues:


Whether the term “assertions” should be retained or replaced with another term or phrase that
better communicates the concept of “what can go wrong” in classes of transactions, account
balances, and disclosures
6








The characterization as evidence of the information obtained from performing procedures to
obtain an understanding of the entity and its environment, including its internal control, and
whether a term such as “preliminary” or “planning” should be used to describe such
procedures
Retention of the audit risk model, with slight modifications, as it currently is presented in
SAS No. 47, Audit Risk and Materiality, and whether the risk model should be placed in a
different standard
Developing guidance to achieve greater consistency among practitioners of the work
performed in applying the audit risk model to engagements
Clarifying that substantive procedures and tests of controls should be designed and
performed at the assertion level
Providing guidance on the types of procedures that work best with different assertions

SAS No. 71
The SAS No. 71 Task Force (task force) is revising SAS No. 71, Interim Financial Information,
in response to recommendations from the Public Oversight Board’s Panel on Audit Effectiveness
and the AICPA’s Practice Issues Task Force (PITF). R. Dieter, chair of the task force, led the
ASB in a discussion of a revised draft of SAS No. 71. The ASB recommended that—
•

The task force consider whether the following footnote is needed in the document
because paragraph 3 of the SAS describes the SEC requirement for timely reviews of
interim financial information.
1

”In the SEC staff’s view, it is a clear violation of the securities laws for an
entity to file such a quarterly report without having its accountant perform
the review in advance of the filing”
•

The section of the draft titled “Importance and Characteristics of Interim Financial
Information” be deleted.

•

Paragraph 6 be amended to refer to the guidance in paragraph 23 about the need to extend
review procedures if the accountant becomes aware of information that leads him or her
to believe that the interim financial information may not conform with generally accepted
accounting principles.

•

A paragraph be added prior to paragraph 8 describing the accountant’s responsibility for
communicating with the predecessor accountant to determine whether to accept the
engagement.

•

A sentence be added to paragraph 14 to indicate that if an accountant performing an
initial review of interim financial information is unable to obtain knowledge about the
entity’s business and its internal control by making inquiries of the predecessor auditor
and reviewing the predecessor auditor’s documentation, the successor accountant must
find alternative methods of obtaining that knowledge.
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•

A footnote be added to the document indicating that an accountant performing an initial
review of interim financial information, who has not previously reviewed all of the
quarters presented, must review those quarters prior to reporting on the audited financial
statements containing such interim financial information.

•

The following item should be added to paragraph 32 as an example of a matter that
should be communicated to the audit committee in an interim review engagement.
“Uncorrected misstatements aggregated by the accountant during the current
review engagement and pertaining to the latest period presented that were
determined by management to be immaterial, both individually and in the
aggregate, to the financial statements taken as a whole.”

•

The illustrative management representation letters in Appendix B be redrafted so that
they align with the illustrative representation letters in Appendix A of SAS No. 85,
Management Representations.

The task force will present a revised draft of the SAS at the June 2002 ASB meeting with an
expectation that the document would be voted on to expose for public comment.

8

